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CROP INSURANCE, EXTEND TO PUERTO RICO 





THURSDAY, MAY 23, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON DEPARTMENTAL 
ADMINISTRATION AND Crop INSURANCE 
OF THE CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 
The subcommittee met at 10:10 a. m., pursuant to notice, in room 
1308, New House Office Building, Hon. John L. McMillan (chairman 
of the subcommittee) presiding. 
Present: Representatives McMillan (presiding), Jones, Harrison, 
Watts, Fernés-Isern, Harrison, and Johnson. 
Also present: John J. Heimburger, counsel. 
Mr. McMiuian. The meeting will come to order. 
The purpose of the meeting this morning is to consider a bill which 
has been introduced by Dr. Ferndés-Isern, H. R. 632. 
(H. R. 632 is as follows:) 


[H. R. 682, 85th Cong., Ist sess.] 
A BILL To amend the Federal Crop Insurance Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 508 of the Federal Crop Insurance 
Act, as amended (7 U.S. C. 1508), is amended by adding a new subsection (f) to 
read as follows: 

“(f) Notwithstanding any other provision of this title, the corporation is 
hereby authorized, under such terms and conditions as it deems consistent with 
sound reinsurance principles, to provide reinsurance on any crop or plantation 
insurance provided in Puerto Rico by a duly authorized agency of the Common- 
wealth of Puerto Rico: Provided, That no application for reinsurance authorized 
herein shall be approved, unless the corporation shall have determined that 
the reinsurance deemed necessary is not available from recognized private sources 
at reasonable cost.” 


Mr. McMutan. Do you care to make a brief statement on your 
bill? 


STATEMENT OF HON. A. FERNOS-ISERN OF PUERTO RICO 


Dr. Fernés-Isern. Mr. Chairman, this bill is exactly the bill that 
was adopted on the same subject matter by the House last year; re- 
ported by the subcommittee to the full committee and by the full 
committee to the House. Last year an amendment was suggested 
by the Department of Agriculture and the amendment was incorpo- 
rated in the bill this year as originally introduced. And of course there 
is a report from the Department of Agriculture of which you are 
informed and the committee is informed. 

Now, last year the House passed this bill, but it reached the Senate 
so late in the session that it wasn’t possible to get it reported out, or 
even considered in committee. 
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Mr. McMutan. It was just a few weeks before we adjourned when 
the House passed your bill last year. 

Dr. Fernés-Isern. That is right. We ourselves were late in passing 
it, because there was this question of the amendment that delayed it. 

Now, last year I sort of predicted that we would have a hurricane 
in Puerto Rico, and because of that I was very eager to get the bill 
through. Well, we had the hurricane, and there were great losses. 
And the Commonwealth government and the farmers are facing the 
problem that I was afraid they might face some day, and that is that 
this year they have not been able to reinsure, because on the basis of 
the hurricane the reinsurance rates have been raised tremendously, 
and they have been unable to accept and agree to them. Of course, 
it doesn’t seem to make sense, because the chances are that for 15 or 
20 years now there will be no more hurricanes, and there will be no 
more losses. But that is the situation as I get it from reports of the 
secretary of agriculture of Puerto Rico. If the Congress passes this 
bill they will not necessarily have to come to the Federal Corporation 
to get the reinsurance, but they may get reinsurance at little more 
reasonable terms. 

The Legislative Assembly of Puerto Rico is in session, and they 
passed a resolution which they will send presently to the Congress. 
But I would like to introduce at this point a copy of the cable I 
received from the speaker of house on this matter. 

Mr. McMitian. Without objection that will be included in the 
record, 

(The resolution referred to is as follows:) 


[Copy of cable from Hon. Ernesto Ramos Antonini, Speaker] 


May 21, 1957. 
Hon. Antonio FerN6s-IsERN, 
Resident Commissioner, 
New House Office Building, Washington, D. C.: 

The senate and the house of representatives of the Commonwealth of Puerto 
Rico te in final vote Senate Concurrent Resolution 1 which provides: 

(1) “To request of the Congress and the President of the United States to 
approve Resolution (bill) No. 632 of the House of Representatives of the United 
States, introduced January 3, 1957, by the Resident Commissioner for Puerto 
Rico, Hon. Antonio Fernés-Isern, and which amends section 508 of the Federal 
Crop Insurance Act so as to extend its application to Puerto Rico. 

(2) ““To express our endorsement and support of the steps which to this end is 
taking the Resident Commissioner for Puerto Rico in Washington, Hon. Antonio 
Fernés-Isern, so that the said act be extended to Puerto Rico.” 

Greetings. 

Ernesto Ramos ANTONINI, Speaker. 


Dr. Fernés-Isern. It shows that the Legislative Assembly of 
Puerto Rico has requested by joint resolution that Congress adopt 
this bill, H. R. 632. 

That is all. 

Mr. McMutan. I would also like to have included in the record a 
statement from the Under Secretary of Agriculture, which statement 
is a report on this bill. 
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(The statement referred to is as follows:) 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 25, 1957. 
Hon. Harotp D. Coo.ey, 
Chairman, Committee on Agriculture, 
House of Representatives. 

Dear CoNGRESSMAN CooLey: This is in reply to your request of February 5, 
1957, for a report on H. R. 632, a bill to amend the Federal Crop Insurance Act, 
as amended. 

The Department would have no objection to passage of the bill. 

The type of coverage that would be provided by this bill is now available from 
private insurance companies. We understand that the sponsors of this bill would 
like to have the authority on a standby basis in the event private companies now 
furnishing the reinsurance should suddenly terminate their reinsurance contracts. 
If this were to occur and reinsurance could not be immediately obtained elsewhere, 
the financial status of the Puerto Rican coffee insurance program would be 
jeopardized. 

he basic objective of the Federal crop insurance program is to develop a 
sound insurance program on a national basis for crops commonly grown in the 
continental United States. Therefore, a reinsurance contract would be considered 
only after it had been definitely determined that such reinsurance was not avail- 
able from private companies at reasonable rates. To do otherwise would unduly 
place the operations of the Federal crop insurance program in competition with 
private companies. 

Enactment of this legislation would have no effect on the Federal Crop Insur- 
ance Corporation’s budgetary requirements unless it actually developed that a 
reinsurance contract was consummated. The Federal Crop Insurance Corpora- 
tion’s available capital funds are quite limited. If a contract were negotiated 
and a heavy loss occurred, it is probable that restoration of the Corporation’s 
— funds thus depleted would have to be made by an additional appropriation. 

he Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


Mr. McMixutan. Gentlemen of the committee, we will hear from 


Mr. McCartney, who is manager of the Federal Crop Insurance 
Corporation. 


STATEMENT OF F. N. McCARTNEY, MANAGER, FEDERAL CROP 
INSURANCE CORPORATION 


Mr. McCartney. Mr. Chairman, the Department has no objection 
to the passage of this bill which included the amendment, which was 
put on a year ago when it was first presented to the Congress. We 
feel like Dr. Fernés-Isern does there, that it shouldn’t be any cost to 
us unless we actuaily have to go down there and provide reinsurance. 
If we do that, then we would have to go down and make an investiga- 
tion and work out what we figure are adequate rates. Then it might 
be of some monetary expense to us at that time. We don’t believe 
it will be competitive with the insurance companies, because they are 
going to charge the rate that they feel is adequate. And if we figure 
that rate is adequate, why we are not competitive with them, and we 
don’t plan going down and subsidizing the program by charging a 
reinsurance rate that would be too low. 

Mr. McMutuan. I note that in this bill that was introduced this 
year the amendment vou desired last year is included? 

Mr. McCartney. That is right. 

Mr. MeMitian. Any questions? 

Mr. Warts. I would like to ask 2 or 3 to clarify some things that 
oe members of the full committee are bound to ask some questions 
about. 








ee ee ——E—e 


4 CROP INSURANCE, EXTEND TO PUERTO RICO 


As I understand the provisions of the bill—maybe I don’t under- 
stand them, and I hope you will correct me—the farmers are supposed 
to get this insurance froin the private sources, if they can? 

Mr. McCartney. No. At the present time they have a State- 
owned insurance program. But they do not have the adequate 
finances for a complete insurance program. So they have to secure 
reinsurance. 

Mr. Warts. And they get that from the private companies? 

Mr. McCartney. Yes. That is what they may want us to do, 
is to come in and reinsure the State-owned or State-operated insurance 
companies. 

Mr. Warts. In the event they are unable to procure the reinsurance 
from the private companies, then the Federal Crop Insurance will 
move in and furnish that reinsurance? 

Mr. McCartney. That is right. 

Mr. Warts. But you determine when it is necessary for you to 
do it? 

Mr. McCartney. We would determine that reinsurance was not 
available at a reasonable cost. And if it wasn’t available, we would 
have to furnish it under this bill. 

Mr. Warts. In the continental United States you furnish it as it is? 

Mr. McCartney. In the United States we are the original insurer. 

Mr. Warts. And the only difference is that in Puerto Rico you 
would not be the original insurer, but would be the reinsurer? 

Mr. McCarrtnny. Right. 

Mr. Warts. And you would do it on such terms and at such rates 
as the Department would determine where adequate or reasonable? 

Mr. McCartney. Right. 

Mr. MecMituan. It is hoped that you won’t have to do it at all. 

Mr. McCarrney. That is our hope. And I think Dr. Fernés- 
Isern’s testimony is that he felt that we wouldn’t have to. But it is 
just another padlock on the door in case it is needed. 

Mr. McMiiian. That was my understanding when the bill was 
up last year. 

Mr. Warts. In other words, the ultimate purpose of this bill is to 
see to it that if the insurance cannot be purchased through other 
channels, the Federal Crop Insurance may furnish the insurance on 
such terms and conditions as it determines is reasonable. 

Mr. McCartney. That is right. 

Mr. McMiitan. Mr. Jones, this bill has been reported favorably 
by the Department of Agriculture, and Dr. Fernés-Isern has made 
his explanation. Are there any questions you would like to ask? 

Mr. Jongs. No. 

Mr. Hermpurcer. Mr. Chairman, the Crop Insurance Act provides 
that in the United States private insurance companies may reinsure 
the risks which are originally insured by the Crop Insurance Cor pora- 
tion. I wonder if you would like to ask the gentleman while he is 
here whether or not there is any reinsurance being written at the 
present time? 

Mr. McCartney. The bill provides that if a private company were 
to write crop insurance, we could reinsure them in a limited number of 
counties. At the present time we are not reinsuring any company. 

Mr. Hetmpurcer. You do not have that in effect. 

Mr. McCartney. We do not. There are actually some private 
companies writing this all-risk insurance in certain limited areas, but 
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they have a big enough reinsurance pool so that they are not requiring 
reinsurance from us. 

Mr. Hermpurcer. They haven’t asked you for the reinsurance. 

Mr. Jonnson. Why should they want to reinsure with the Govern- 
ment? 

Mr. McCartney. Well, when you have a limited amount of assets 
in the insurance company and your possible risk is so large, it is a 
case of when you have the catastrophe you wouldn’t have the money 
to pay the loss, so you want to reinsure. 

Mr. Jonnson. Why couldn’t the private company insure with other 
private companies, or wouldn’t the other private companies take the 
insurance? Is that why they wanted the Government to take it? 

Mr. McCartney. In the United States it is a question among the 
insurance companies whether crop insurance can be operated in a 
profitable manner as they would want to operate. So the few com- 
panies that are doing it are doing it as an experiment. They are hail- 
writing companies, and they are writing it only in conjunction with 
hail insurance. If you went out as an insurance company to secure 
reinsurance you would have quite a hard time. 

Mr. Jonnson. You mean anywhere, or just in Puerto Rico? 

Mr. McCartney. Anywhere. I was thinking about the United 
States, if I started an insurance company here to write all-risk insur- 
ance and went out to secure reinsurance I would have quite a hard time. 

Mr. Jounson. Will this lead to one and the same privilege in the 
United States for private insurance? 

Mr. McCartney. This won’t change our effects here. This bill 
definitely states Puerto Rico. 

Mr. Jounson. But eventually there will be legislation as a result of 
this to try to do the same thing in the United States. 

Mr. McCarrney. It might, ‘which I think would be a good thing, 
because if private industry can do it as good as we can ‘do it, why 
then I think they should. 

Mr. Jonnson. Well, if you took the reinsurance, wouldn’t you be 
really taking the risk for the insurance company, if they reinsure 
with you? 

Mr. McCartney. The terms would be—I am just supposing now— 
that under the loss they would take the first fixed amount of loss, and 
when the loss exceeds that figure we come in and pay the remainder 
under certain limits. 

Mr. Warts. In the United States at the present time you are taking 
all loss? 

Mr. McCartney. That is right. 

Mr. Jonnson. And they would have to write at rates you approve, 
too, wouldn’t they? 

Mr. McCartney. Just pulling figures out of the hat, they would 
write a $10 rate and reinsure a portion with us. We may take $5 of 
that and guarantee that after the loss exceeds a certain figure we 
would pay the remainder of the loss. But they would take the first 
loss. 

Mr. McMituan. In this country, the Government takes the entire 
loss. 

Mr. Jones. Dr. Fernés-Isern, is the coffee crop the only crop that 
is insured? 

Dr. Fernés-Isern. That is the only crop that is now insured in 
Puerto Rico, and it would then be the only crop to be reinsured. 
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Mr. Jones. Does the law provide that coffee i is the only crop that 
can be insured, or is it applicable to other crops? 

Dr. Fernés-Isern. The present law in Puerto Rico is simply 
applicable to coffee only. 

Mr. Jones. Only coffee? 

Dr. Fernés-Isern. Yes. Of course you know coffee is a crop that 
takes 6 years to develop. And for 6 years the farmer is just spending 
money and getting no returns. And the coffee plantation is there, 
and if the hurricane came along and destroyed it, it used to be a total 
loss in the past. That is why, although coffee by the end of the 19th 
century was so important in Puerto Rico, actually was more important 
than sugar, because of the hurricane of 1899 and other circumstances 
such as the loss of the European market, well, the amount of coffee 
produced in Puerto Rico was reduced to much less than half of what 
it had been before. But gradually it came back. But one of the 
inducements that the Commonwealth had to adopt to get the farmers 
to go into coffee or to maintain the coffee they had was to give them 
this insurance, because otherwise the farmers were not willing to culti- 
vate coffee. And it should be said, though, that coffee doesn’t grow 
on the same kind of land as sugarcane and tobacco, coffee is grown in 
the hilly sections, the mountain sections, and while it is a crop, it is a 
product, a marketable product, coffee trees are really forest in Puerto 
Rico. It is the way we can use the land for two purposes, to produce 
the crop and maintain the water supply and protect the land from 
erosion. So it is important from the public point of view, a public- 
interest point of view, to maintain the coffee plantations there, in 
addition to the interest in the economy of that sector of agricultural 
activities in Puerto Rico 

Since we have had crop insurance there have been quite a few symp- 
toms of the farmers getting more interest in coffee and are taking 
better care of their coffee plantations in getting higher yields. And 
we are simply adding to the economy of the island. 

Mr. Jones. Now, the hurricane, that is the only hazard against 
which you insure? 

Dr. Fernés-Isern. I don’t want to be too positive but that is the 
only one they talk about. That is all I hear, the Puerto Rican law, 
I think it is hurricane only. We don’t have any other hazard. 

Mr. Jounson. You don’t have hail and things like that? 

Dr. Fernés-Isern. Well, I think I have seen it once in my lifetime. 

Mr. Jones. Are there any other hazards that are insured against? 

Mr. McCartney. I am not too familiar with that area, so [ don’t 
know. 

Dr. Fernés-Isern. I am pretty positive it is hurricane, because 
that is the only hazard. We don’t have many forest fires there. 

Mr. McMitan. Mr. Harrison, do you want to ask any questions? 

Mr. Harrison. No. 

Mr. McMuan. The bill we are considering today is the same bill 
that the House passed last year, but it was only 3 weeks before we 
adjourned, and we did not get action on the bill by the Senate, that is 
the reason we have it up for consideration again this year. 

Mr. Harrison. Is this for the whole of the island of Puerto Rico? 

Mr. McMuan. Yes. 

Mr. Harrison. And the only hazard that you have, as I under- 
stand it, is tornadoes or hurricanes? 
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Dr. Fernés-Isern. As to coffee. And its subject matter is really 
coffee, because it is the only crop that is insured in Puerto Rico now, 
and it will be the only crop that will be reinsured under this bill. 
Of course, this is only a permissive bill. The Federal Corporation 
would be authorized to reinsure, but wouldn’t be under a directive to 
reinsure if they didn’t think it was wise for them to do it or if it was 
not called for. And as I explained before, the reason is that the agency 
insuring coffee there has to reinsure, and has been buying reinsurance 
from private companies, but they would like to have the prov isions in 
the Federal law that if at some time they were unable to get reinsur- 
ance at a reasonable rate they might be able to come and be eligible 
for reinsurance by the Federal Corporation, if the Federal Corporation 
decided that it was proper for them to reinsure in that instance. 

Mr. Harrison. Would this insurance cover the crop or the trees? 

Dr. Fernés-Isern. Crop and plantation. 

Mr. Harrison. If I remember correctly, in our visit to Puerto Rico, 
the plantations or the trees had been destroyed by hurricanes in the 
past. 

Dr. Fernés-Isern. That is right. 

Mr. Harrison. And that they had not been replaced because of the 
time that it takes to grow a tree. 

Dr. Fernés-Isern. That is correct. 

Mr. Harrison. Now, the trees and the plantations would be in- 
sured as well as the crop? 

Dr. Fernés-Isern. That is correct, separately, of course, but both 
are eligible for insurance. 

Mr. Harrison. That is the understanding of the Department? 

Mr. McCartney. Yes. 

Mr. McMutan. Any further questions? 

(No response.) 

Mr. McMiuan. Thank you very much, I appreciate your coming 
down with us today. 

The committee will go into executive session. 

(Whereupon, at 10:40 a. m., the committee went into executive 
session. ) 
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